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Market Value of Listed Shares . 

Par Value of Bonds Listed . 

Market Value of Listed Bonds . 

Market Value of All Listed Securities . 


Stock Issues Listed 
Bond Issues Listed . : 
Total Stock and/or Bond Issuers . 


Stock Price Index (12/31/24—100) AB 
Flat Average Price—All Stock Issues A 
Shares: Market Value — Shares Listed A 
Bonds: Market Value — Par Value A . 
Member Borrowings on U. S. Govt. Issues 
Member Borrowings on Other Collateral 
Per Cent of Market Value of Listed Shares 
Member Borrowings—Total 
N. Y. S. E. Members’ Branch Offices 
Total Non-Member Correspondent Offices 
Customers’ Net Debit Balances C 


Credit Ext. on U. S. Govt. Obligations 
Customers’ Free Credit Balances C . 


DATA FOR FULL MONTH 

Reported Share Volume . 

Ratio to Listed Shares 

Daily Average 
Total Share Volume (Incl. Odd Lots) D 
Money Value of Total Share Sales D 
Reported Bond Volume (Par Value) 

Ratio to Par Value of Listed Bonds 

Daily Average 
Total Bond Volume (Par Value) D 
Money Value of Total Bond Sales D 
N. Y. S. E. Memberships Transferred 

Average Price 


Shares in Short Interest D 
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(Mil. $) 


(No.) 
(No.) 
(No.) 


(%) 
($) 
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1949 1948 

May April March May 
2,072 2,060 2,051 1,962 
64,147 66,238 67,518 74,704 
131,381 131,360 131,304 134,300 
132,029 132,098 132,065 135,370 
196,175 198,335 199,582 210,074 
1,444 1,440 1,431 1,402 
912 910 910 900 
1,242 1,242 1,236 3.225 
67.9 70.5 72.0 82.8 
41.31 42.25 43.09 48.50 
30.96 32.15 32.92 38.08 
100.49 100.56 100.58 100.80 
164 178 178 154 
331 302 218 231 
0.52 0.46 0.32 0.31 
495 480 396 385 
958 951 955 921 
2,752 2,761 2771 2,709 
660 626 530 615 
67 68 64 69 
535 542 551 619 
18,179 19,314 21,136 42,769 
0.88 0.94 1.03 2.19 
808 858 845 1,944 
27,854 24,807 54,683 
715,266 625,375 1,466,880 
62,284 66,839 67,820 108,954 
.047 O51 .052 O81 
2,768 2,971 2,713 4,953 
72,458 75,821 £23,325 
50,459 52,359 83,047 
3 3 5 14 
37,500 43,500 40,667 60,545 
6/15/49 5/13/49 4/14/49 6/15/48 
1,630 1,498 1,171 

















NOT for new listings or suspensions. 


A—Based on issues listed at the end of each month; such issues 
and/or their amounts vary from month to month. 


B—Adjusted for split-ups, split-downs, and stock dividends but 


C—Reported only by member firms which carry margin accounts. 
Excludes accounts carried for member firms which are 
members of national securities exchanges and for general 


partners of such firms. 





D—Based on ledger dates. 





















year. 














‘hen Buyers Shrink Their Orders 


for Copper, Lead, Zinc 


EGINNING the second week in 

March of this year a continuing se- 
ries of price cuts in lead, zinc and cop- 
per have staggered the metal markets 
with a severity unprecedented in so brief 
a time. Government and trade analysts 
alike have been taken by complete sur- 
prise in the sharp swing from a condi- 
tion of comparative scarcity that appar- 
ently existed up to the turn of the year, to 
one where demand for copper, lead and 
zinc seems almost non-existent, even at 
metal prices that average fully one-third 
below the markets of March 1. 

On March 8 lead was selling at 2112 
cents a pound, A series of seven price 
cuts carried it to 13 cents on May 23, a 
40 per cent drop. Zine, 17% cents on 
March 14, was sliced to 11 cents by the 
same date, off 36 per cent. Copper, which 
held to its peak price longer than the 
others, fell from 2314 cents at the end of 
March to 175% cents on May 25, a decline 
of 26 per cent. These wide declines were 
all registered within a period of less than 
three months. 

It is evident that price declines of this 
character must have a serious effect on 
the earning power of the metal-mining 


Pouring molten 
brass into molds 


companies in 1949, and 
all estimates that were 
based on average metal 
prices in 1948 must be 
adjusted downward. Prof- 


its for some high-cost producers will be 


wiped out or drastically reduced. For the 
larger units there is reason to believe that 


= 


By WILLIAM F. BOERICKE 


earnings will still remain sufficient to 
justify the deflated price levels at which 
their equities are now selling, but it is 
probable that the strong reports for the 
first quarter of 1949 will not be ap- 
proached in the months to follow. 

What concerns the investor is not so 
much the present rate of earnings, which 
based on present costs and metal prices 
he knows will be low, as the time needed 
for improvement in metal demand with 
consequent strengthening of prices. To 










































\ 




















Comey, 





arrive at some sort of a logical conclu- 
sion on this, it is necessary to analyze 
pre-war and post-war statistics for the 
metals, particularly production and con- 
sumption in the United States. 


Copper Mine Output 
The most important souree of copper 
in this country is the domestic mine out- 
put. During the three pre-war years. 
1936-38, the average yearly output was 
670,000 tons, when the price of copper 
averaged 11.3 cents per pound. During 
the all-out effort in the war it increased 
to 1.072.000 tons a year, but in 1946-48 
it averaged 767,000 tons annually, up 
only 15 per cent over the pre-war years 
although the average price prevailing in 
1946-48 was 19 cents a pound, a 75 per 
cent increase over that in 1936-38. Pro- 
duction in 1948 was 825.600 tons and un- 
til recently it has been at the rate of 
900.000 tons a year. 
The conclusion appears justified that 


Air view of Utah Copper Co. mine at Bingham Canyon, Utah 


A. DEVANEY & EWING GALLOWAY PHOTOS 













































































about 75.000 tons a month was all that 
would be supplied by domestic mines at 
price. The break- 
even point for some copper mines was 


the former 231! cent 


uncomfortably near 18 cents a pound. 
Magma Copper Company, one of the few 
metal producers that gives unit costs for 
its product, disclosed that its costs per 
pound copper have risen from 7.9 cents 
in 1941 to 18.1 cents in 1948. Recent ac- 
tion of Calumet & Hecla in closing down 
all its mining activities on account of pre- 
sumably unprofitable operations at pres- 
ent copper prices, is likewise indicative 
that the present rate of output for the 
country will not be maintained. 

Turning to the copper consumption 
picture, in 1936-38 the average consump- 
tion per year in the United States was 
610.000 tons. Disregarding the war pe- 
1946-48 it averaged 1.321.000 
tons per year. This indicates that in this 


riod. in 


Drilling blast holes with compressed air 





EWING GALLOWAY PHOTOS 


Electric cars in Tennessee copper mine 
116 


cent over 10 years ago while mine pro- 


period consumption increased per 
duction had increased only 15 per cent. 
It is easy to see why the copper tariff 
was suspended and why imports were 
needed to balance demand and supply: in 
short. why copper was in short supply 


» 


2 Lead pigs piled 
for export 


during nearly all of the years. 1947-48. 

The sudden change-about in the de- 
mand for metal, as reflected in April de- 
liveries by the fabricating division of the 
copper industry of only 65.450 tons as 
compared to 117.330 tons in April a 
year ago. raises the question of how per- 
manent was the call for copper in 1948. 
Are we justified in assuming that demand 
will be resumed on the 1947-48 scale 
when the economic readjustment is com- 
pleted. or must we lower our sights on 
the country’s need for copper? 

A simple yardstick may be of some use, 
the per-capita consumption of copper in 
this country. In the 1936-38 period. per- 
capita consumption was 10 pounds of 
new copper, based on a population of 
128.000.000. In 1948, based on 148.000.- 
000 people. per-capita use was nearly 
16 pounds. No doubt a portion of this 
large increase was due to deferred con- 
sumer needs and was non-recurrent; but 
at least a part should be credited to a 
higher living standard and increased buy- 
ing power that permits acquisition of the 
many products in which copper is used. 


Forecast of Future Demand 
It seems reasonable to assume about 
14 pounds per capita as the rate that 
will prevail over the next decade. This 
would 1 000,000 
nually of new copper consumption, an 


indicate over tons an- 
amount that is substantially in excess of 
the present domestic mine production, 
and certainly more than can be expected 
at pre-war copper prices with present 
costs. 

In addition to normal copper consump- 
tien. the needs of the military stockpile 
can be remove about 
120.000 tons a vear from the available 
metal supply. fa 
for the has_ been 
negligible. due to exhaustion of funds. 
The situation is believed temporary and 
$525.000.000 plus $250.000.000 contract 
authorization are awaiting passage by 


counted on to 


recent months buying 


Gov ernment account 


Congress for further purchases in 1949- 
50. A major portion of these funds will 



















go to buy copper, lead, and zine and it 
is probable that Government officials wil] 
take advantage of present metal prices 
at large savings over 1948 commitments, 

Copper inventories of consumers are 
not large today if regarded in the light 
of 1948 business. Considered in relation 
to present orders on their books, some 
further trimming may be thought neces- 
sary. When the brass foundries are down 
tu 40 or 50 per cent of normal capacity, 
obviously an inventory position that was 
tight six months ago may be uncomfort- 
ably large today. Copper demand is ex- 
tremely sensitive to general industrial ac- 
tivity, and responds quickly to any change 
in tempo. Price reductions are not pro- 
ductive at the start of a 
readjustment period and a scrutiny of 
the records shows that the present course 
of metal prices is running true to form 
in similar periods, although the speed 
has been accelerated. In March, 1937, 
following a Presidential charge that the 
copper price was too high, the metal fell 
3 cents a pound, from 17 cents to 14 
cents, in less than a month before buying 


of business 


support was found. Thereafter the price 
held unchanged for six months. 

In summary, it appears that sufficient 
copper to supply the country’s normal 
consumption requirements cannot be had 
from domestic sources except at prices 
substantially above pre-war levels. It is 
most unlikely that labor costs, which con- 
stitute roughly 50-60 per cent of over-all 
production costs, will decline. The presi- 
dent of Phelps Dodge Corporation. which 
produces about 30 per cent of the new 
copper supply of the United States. has 
pointed out that labor costs at the com- 
pany’s mines are up 106 per cent since 
1939 on straight-time wages. and actually 
up 126 per cent if fringe benefits are 
included, 

The 


abroad has little substance. Foreign pro- 


bogey of cheap copper from 
duction costs, particularly in Chile and 
Mexico. have advanced equally with costs 
in the United States. The inflation that 
has been frozen into the world’s economy 
as a result of the war appears to justify 
a price for the metals at least 60 per 
cent higher than pre-war to bring out a 
normal supply. When 
really exhausted and production cut back 


inventories are 


by elimination of marginal and high-cost 
producers. the price revision upward may 
be sharp. 

While lead has suffered sharper price 
cuts than copper or zinc since March. its 


(Continued on page 4) 
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BUSINESS NEWS 
In Recent R 


Presses 


HE investor's reaction to the recent 

declining tendencies of stock market 
prices remains conditioned, as it was dur- 
ing this year’s first quarter, by his con- 
sideration of the dividend yields of stocks 
owned and the price action of his own 
stocks. Sales volume. consequently. has 
been light among many old-line dividend 
payers. 

So long ago as mid-January, holders of 
equities who follow industrial develop- 
ments closely were aware that the long- 
expected readjustment of business down- 
ward from the high peaks of 1948 was 
actually under way. Business indices in- 
dicated that actuality had finally replaced 
nervous anticipation which, back in the 
summer of 1946, again in the follow- 
ing autumn and still again in 1947, had 
induced fairly substantial retreats of the 
stock market front, only to see market 
sentiment lulled by further advances of 
industrial activity. Realism forced a 
closer attention to business news after 
mid-May, 1949, with a kind of climax of 
late to be found in the shrinking of steel 
mill operations, an abrupt drying up of 
buying in case of the leading non-ferrous 
metals. a sharp contraction of metal 
fabricating processes and a consequent 
increase of unemployment. 


Extent of Retreat 
\verage price erosion which had pre- 
viously been slight this year—the Dow. 
Jones & Co. industrial average at 177.30 


on December 31 last. was still at 177.10. 


on March 31 and 174.16 on April 30— 
moved down to the year’s low up to that 
time at 165.15 on June 6. This would 
be viewed as a rather formidable and 
quick retreat, especially as most of it 
occurred in about three weeks. If the 
market's position (recorded in the aver- 
ages) is examined currently on a_per- 
centage basis, the price movement looks 
somewhat different. 

The Dow-Jones figure. at a shade higher 


on Stocks 


than 165 when this was written, showed a 
recession of 9 per cent from the year’s 
maximum of 181.54 and of 6.7 per cent 
from March 31. The percentages. too, are 
considerable, without reflecting a move- 
ment warranting description as a “heavy 
break”; but the investor in common stocks 
is more concerned with the action of in- 
dividual issues than with a general aver- 
of the 
statistical table on the next page throws a 


age of tendencies. Examination 


clearer light upon the way representative 


eversed Trend 





stocks have behaved since last Dee. 31. 

The statistics are comprised of a single 
issue of each of 20 different industries. 
The obvious lesson to be derived from 
the performance record is that, whereas 
stock market 
tracing a broad price drift, no historical 


averages are effective in 
average based upon relatively few stocks 
is able to chart the course of all stock 
issues on the New York Stock Exchange. 


Irregular Retreat 

In directing one’s study of the group, 
it may be repeated that the Dow-Jones 
average had declined 6.7 per cent (to 
June 6) from the March 31 figure. The 
tabled stocks during the recent weeks of 
the most extensive section of the year’s 
reaction show that six of the 20 issues 
declined less than the average. two showed 
a gain over their March 31 prices, and 
twelve receded more than the average. It 
is observed that the stocks which declined 
less than 10 per cent were 13 in number, 
consisting of issues which, traditionally. 
private investors and various funds hold 
for dividend income; such as American 
Can, American Cyanamid. International 
Harvester. Liggett & Myers and Standard 


Oil (N. J.). 








Those who follow business events closely 
will note that stocks experiencing the 
more extensive declines since March 31 
were issues of industries going through 
brisk readjustments of one form or an- 
other: steel, rubber, moving pictures and 
aircraft. More pronounced than the price 
March 31 is that re- 
vealed in percentage price changes from 
this year’s highest levels. In the last col- 
umn of the table it is seen that, by and 
stocks of and 
rugged dividend-payers have experienced 


movement since 


large. long-established 
less erosive effects than some of the others. 
In this sector, extending from early in Janu- 
ary down to June 6, a half-dozen stocks 
stand out by reason of their resistance to 
selling. at the same time that others were 
decidedly sensitive in the early stages of in- 
dustrial readjustment affecting them espe- 
cially—notably in steel, petroleum. copper 
and aircraft producers, the last named com- 
ing under the practical influence upon 
stock market sentiment of shifts in Govern- 


WILLIAM W. Craic. 


ment orders. 





Buyers Shrink Orders 


(Continued from page 2) 


statistical position is believed to be the 
soundest of the three. The plain fact is 
that no new lead mines of major con- 
sequence discovered in the 
last 20 and mine 
production in the United States has de- 
clined more than one-third since the late 
1920s, when the metal sold for 714 cents 


have been 


world in the years 


a pound. Mine production in this country 
averaged 32.250 tons a month in 1948 
while consumption, including imported 
metal and secondary lead, was 89,000 
tons. Mine output was 38.757 tons in 
March. 

Not increased production but sudden 
drying up of demand accounts for the 
price slump in lead. The battery manu- 
facturers, mainstay of the lead business, 
shipped 555,000 units in March compared 


with a monthly average in 1948 of 
2.000.000. No doubt lead was over- 


bought last year. It was universally ac- 
claimed to have the doubtful distinction 
of being the metal scarcest in supply and 
under ill-considered buying imported lead 
sold unofficially as high as 25-26 cents 
a pound. 

There is little chance that mine pro- 
duction in this country can continue at 
its present rate under current prices. The 
Tri-State zinc field, an important pro- 
ducer of by-product lead, is down to 
50 per cent of its normal production as 


4 








Common Stocks’ Performance Under Adverse Business News 
— Issues Selected By Industries — 
Recent Change from Prices Change from Decl. from 
Price 3/31/49 (%) 12/31/48 12/31/48 (%) ‘49 High (%) 

American Can 893, 1.1 815, +10.0 3.8 
American Cyanamid 39% 1.2 385g + a2 8.4 
Atch., Topeka & S.F.R.R. 8414 9.4 1003, —16.1 20.1 
Bethlehem Steel 25 20.9 3236 —22.8 26.2 
Chrysler Motor ; 163, 11.9 52% —11.0 20.0 
Consolidated Natural Gas 3934 7.6 42 — 5.4 14.1 
Consolidated Edison 22% 3.3 21% “~~ Bt 5.3 
Freeport Sulphur 451g + 3.7 4314,* + 4.6 6.2 
General Electric 343, — 8.3 38% —10.6 MI 

B. F. Goodrich 5514 —Fi 58% — 55 13.3 
International Harvester 24 — 3.0 26% —10.3 14.7 
Kennecott Copper ‘ 411 — oS 55% —25.2 26.7 
Liggett & Myers Tobacco 80 — 2.6 8634 - 7.8 9.9 
Paramount Pictures 1954 11.8 2314 —16.5 19.5 
Pullman Ine. 7 3214 3.7 3236 — 0.4 12.8 
Pittsburgh Plate Glass 293, — 7.0 32% 7.4 15.3 
Safeway Stores - 22% +15.6 16% +31.9 4.8 
Sears. Roebuck & Co. 35% — 8.2 391g —h2 11.9 
Standard Oil (N. J.) 635% — 69 72% 11.8 14.3 
United Aircraft 21% 17.1 2314 6.5 19.1 

* Mean of Bid—Ask. 








a result of successive cuts in ore prices. 
Small high-cost mines in Idaho and Utah 
are similarly affected. Scrap collections 
are tapering off and the supply for sec- 
ondary smelters is less as the price de- 
clines. Meanwhile batteries are wearing 
out. utilities are continuing to need more 
lead-sheathed cable. and more tetra-ethyl 
gasoline is being used. 


Size of European Demand 

While consumption of lead in the 
United States increased about 75 per cent 
in 1946-48 over pre-war records, Euro- 
pean consumption in the same _ period 
was only 65 per cent of pre-war. It seems 
reasonable to believe that as Europe gets 
back on its feet, its call for lead will at 
least equal the demand before the war. 
Under the most optimistic conditions, the 
output of new lead from domestic mines 
plus secondary production will not 
amount to more than 900,000 tons a year. 
Imports of lead have been required since 
1940 to balance domestic supply. World 
production of lead is not increasing, nor 
is it likely to do so before 1952-53, in 
the opinion of ECA metal economists. 
It follows that less lead will be available 
for export to the United States if Europe 
is to have its fair share of the metal, 
and if domestic industry is to be sup- 
plied, a price must be paid much in ex- 
cess of pre-war. 

Of the three major metals, zinc appears 
in the least favourable position to make 
a rapid price come-back. Mine produc- 


tion, aside from the Tri-State area, has 
held at the 1948 rate of 52,000 tons a 
month. Aided by imports from abroad, 
slab production by the smelters has been 
76.000 tons a month, an increase of 5,000 
tons over the average rate in 1948. Ship- 
ments. on the other hand, fell to 53.100 
tons in April. 

The decline in the brass business has 
hurt zine just as it has copper. 
most important sales outlet, 
has met sharp competition price-wise 
from aluminum. Galvanizing still holds 
up well but any decline in sheet steel 
deliveries would affect it unfavorably. 
There is some possibility that the Gov- 
ernment will ask for less zine for the 
stockpile in 1949, as large purchases of 
zinc were made in 1947-48 that relieved 
a then top-heavy situation in the metal. 

Compared to copper and lead, zinc 
producers are relatively free from worry 
over secondary or scrap production that 
may interfere with markets for the pri- 
mary metal. Secondary zinc production 
is relatively minor and amounts to less 
than 10 per cent of the mine production. 
This may be one reason why supply con- 
ditions in the zinc industry could change 
rapidly and revert quickly from a buyers’ 
to a sellers’ market. It would be a rash 
assertion to make that, because slab ship- 
ments to domestic consumers have fallen 
from 68,000 tons last December to 36.000 
tons in April, they could not retrace their 
course with alacrity. It has happened 
before in the zinc industry. 


Its second 
diecasting, 
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Price Record Shows 


“Lows” 


Spread 


Over T'wo Years 


HE post-1946 stock market differs 

from earlier periods of receding prices 
in two important respects. The amount of 
stock dislodged in the intervals of selling 
has been slight in relation either to the 
more than 2,000,000,000 shares listed on 
the Stock Exchange, or to the volume in 
past liquidating markets. In old-time mar- 
kets it was practically unheard of for 
prices to recede as much as 3.17 in the 
Dow-Jones industrial average on a day’s 
turnover of only 1,236,000 shares, as they 
did on May 31. 

What the market has been revealing 
is a reluctant demand, with offerings suffi- 
ciently light to indicate many stockholders 
are paying less attention to price fluctua- 
tions than to dividend yields on their 
stocks. The price decline of late has 
seemed to occur without a marked altera- 
tion of the attitude of investors who ac- 
quire selected common stocks for income. 

Share turnover in 1949 to date is at the 
annual rate of only slightly more than 10 
per cent of the total of listed shares. By 
comparison, back in 1925—a year in 
which general business activity was fairly 


normal — 99 per cent of listed shares 
changed hands. In the late 1920s the 
turnover ratio was considerably higher 
even than this figure. 

Traditionally, most stocks used to move 
in a fair degree of unison, reaching their 
bear market lows close together, and 
when the market later recovered. also 
establishing their bull market highs at 
nearly the same time. This also has 
changed. Time will show whether bottom 
prices were reached by some stocks on the 
Exchange as early as October or Novem- 
ber. 1946. Others have only recently 
recorded fresh lows since before the 1942- 
1946 rise. 


Varying Impact of Recession 

The nature of the business readjust- 
ment accounts in part for the wide spacing 
of the lows. It has been called an “indus- 
try-by-industry” adjustment. or a “rolling 
readjustment.” Such a process receives at- 
tention in business news, but, developing 
piece-meal, public notice often permits 
scattered signs of readjustment to go by 
default. It is not until a jolt comes along. 


such as was afforded by suddenly doleful 
reports of a retreat of buyers from the 
copper-lead-zinc markets in early May, 
that the interest of investors finds a focus 
for study of broad conditions. 

Against this background, share prices 
over a period of many months have per- 
formed as might have been expected. 
Price trends have diverged widely, com- 
paring one industry with another, and 
also comparing companies engaged in the 
same industrial field. 

The closely duplicated lows of the Dow- 
Jones industrial average for the years 
1947, 1948 and in 1949 (taking in mar- 
kets through June 9), provides an easy 
reference point for gauging the action of 
individual stocks. 

More than a half-dozen of the stocks in 
the accompanying table never approached 
in 1948 their low levels of 1947. Among 
them are Allied Chemical & Dye, Procter 
& Gamble. Standard Oil of Calif., Interna- 
tional Business Machines and United 
Aircraft. 

Other issues in the list decisively pene- 
trated their 1947 lows in 1948, but have 
since held well above their lows of a year 
ago. These include American Tobacco, 
Dow Chemical. du Pont, Homestake Min- 
ing and Southern Natural Gas. 

Several issues had nearly identical lows 
in 1947 and 1948. but have since held to 
an appreciably higher range. Examples 
are American Can, American Seating, 
C.1.T. Financial. General Foods. Sears. 
Roebuck and Northern Natural Gas. 

Another factor making for a selective 
market is the growing number of indus- 

(Continued on page 10) 





1947 1948 

Low Low 
Addressograph-Multi. ... 3014 27% 
Allied Chem. & Dye.... 164 171 
American Airlines ..... 7 61% 
American Can ......... 75%4 76% 
American Seating ...... 15%4 16144 
Amer. Tel. & Tel. ...... 14934 147% 
American Tobacco ...... 62 5414 
Bethlehem Steel ........ 2544(a) 303% 
OME ose paid cla pitwwie 56% 505 
C.LT. Financial ........ 37% 3644 
Corn Products ......... 61% 564 
Dome Mines ........... 1644 11% 
Douglas Aircraft ....... 154 47 
Dow Chemical ......... 36% 32% 
Wy AEE sce ecco os Goes 173 164 








* Through June &. (a) Adjusted for stock split-ups. 


COMPARISON OF RECENT AND PAST LOW PRICES 


1949 Recent 


Low* Price 

27% 291% General Foods ........ 
170 1721, General Motors ...... 

6% 8% Homestake Mining 

81 8936 Inter. Bus. Mach. ... 
231, 26% EGOWS THE. <5 see 
140% 141% Northern Nat. Gas..... 
6014 66 Owens-Ill. Glass ...... 
24% 24% Procter & Gamble .... 
45144 4614 Sears, Roebuck ....... 
42%, 49 . Southern Nat. Gas .... 
oy 6014 Sed. OFF ef Cal. cc6ciic. es 
124% 1514 Union Carb. & Carb..... 
485% 564 Se NE ais ceo sla sce 
43 444 United Aircraft ...... 
17 179%4 F. W. Woolworth .... 


1947 1948 1949 Recent 
Low Low Low* Price 
« 80% 34 3914 42% 
-- 51% 5014 52% 53 
3544 29% 34% 39% 
.-. 110 (a) 125% 145% 151 
.. 18% 144% 144% 164% 
ss. 28° Gad 35% 31 31%, 
oo 474, 4914 55 
io. oa 62% 57% 6314 
.. 30% 3134 34%4 3434 
“ 2e 20% 281% 2934 
5034 541, 563s 58 
293%, (a) 31 (ad 34 341 
.- 20%(a) 22Y%4(a) 20% 21 
.. 16% 22% 21 21°% 
.. 43 417% 441, 161% 











_ a corporation makes enough 
money to be able to pay dividends 
to its stockholders. it is the 
company’s income account that will dis- 
close it. The balance sheet will give us 


common 


measures of the financial soundness of a 
company (THe Excuance, May, 1949). 
vet it is possible for a company to be rich 


I 


How to Read an, 


e . i\ 
in assets but not productive of profits. The \ \ 
investor is interested in more than finan- \ 
cial soundness on some given day: he is ’ 


interested in income—income that he can 


By Luttrell Maclin 


expect to be reasonably steady and even 





increase in the years to come. 

Analyzing the income account of an in- 
dustrial corporation is a simpler task than 
analyzing a balance sheet. In essence the 
income account is nothing but the corpora- 
tion’s budget and is comparable in many 
respects to a family budget. We have re- 
produced in the accompanying box a con. 
Surplus 
Account” of a typical small industrial com- 
pany. Like the balance sheet we used last 
month, we have reduced the number of 


densed “Income and Earned 


items to those of primary in- 


terest to the common stock 
buyer. 

The first item on our in- 
come account is “Net Sales 


$10,000,000.” Almost without 
exception this will be the first 
item in any industrial income 
statement, although a railroad 
or utility 


company would 


probably call this figure “gross 





tising, salaries and commissions to sales- 
men and, in general, the non-manufactur- 
ing overhead. 

The $250,000 listed as “Depreciation” 
is the amount that was charged against 
income during the past twelve months to 
help pay for replacing the buildings and 
machinery when they wear out. In dis- 
cussing the balance sheet we noted that 
the cost of plant and equip- 
ment than the 
value of these items as carried 


was greater 
on the books of the company. 
The difference was made up 
by depreciation. Each year it 
is necessary to set aside a por- 
tion of income for deprecia- 
tion; otherwise the company 
would be living off its own 
fat, obviously something that 


income.” It represents the NET SALES no company could do for 
money paid to the company by long. 


the people who bought its products. Natur- 
ally, for an industrial company net sales 
will represent the bulk of the company’s 
income. The word net merely indicates 
that discounts, penalties for faulty goods 
and the like have already been deducted 
the $10,000,000 
receipts. 


and represents actual 

Before our company could collect the 
$10,000,000, however, it had to buy raw 
material. hire labor, produce its prod- 
uct and sell it and pay taxes for the 
privilege of being in business. All of these 
items are included in “Cost of sales and 
expenses.” 

“Cost of goods sold” represents the 
direct outlay for raw material, manufac- 
turing wages, fuel and rent. (Sometimes 
all of these items are given separately, 
but generally speaking, this additional 
detail is not of vital consequence to the 
ordinary investor.) The next item, “Sell- 
ing and administrative expenses,” in- 
cludes non-manufacturing payments such 
as clerical and executive salaries, adver- 
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“Maintenance and repairs” are closely 
associated with depreciation. Not only 
does the company have to provide for 
purchasing new machines when the pres- 
ent ones wear out, the company also has 
to keep its plant and equipment in good 
running order day by day. An industrial 
plant is just like a home. If you skimp on 
paint and plumbing repairs, you run the 
serious risk of damage to your home that 
may later require the outlay of much 
larger sums. Machines that are not prop- 
erly cleaned, oiled, adjusted and repaired 
wear out a lot faster than those that are 
properly kept up. Skimpy maintenance 
and inadequate depreciation may make a 
company’s net income look very attrac- 
tive, but net income figures 
enlarged in this way are a 
snare to the careless investor. 
Long-term value can only be 
assured by consistent and con- 
servative depreciation and 
maintenance. 

Every corporation pays two 





kinds of taxes. One group of taxes—real 
estate, excise. social security and the like— 
are paid without reference to whether the 
company is operating profitably or un- 
profitably. These taxes are a direct part 
of the cost of doing business and so ap- 
pear on the income account along 
with other expenses. (The other type 
of tax, which is based on profits. 
we ll meet later on.) 

When we deduct all of our direct 
expense items ($8,250,000) from 
net sales we get a figure of $1.750.- 
000 which is labeled “Net profit 
from operations.” This is a very 
significant figure because it shows 
us how efficiently our company is 
functioning as a producer of wealth. 
Of course, net profit from operations tells 
us nothing about what can be expected in 
the way of dividends on the common 
stock. What it does give is a measure of 
manufacturing and merchandising efh- 
ciency. 





Because absolute figures are hard to 
interpret and make comparisons difficult. 
it is best to reduce our dollar amounts to 
a simple ratio. If we divide net profit 
from operations by net sales ($1,750,000 
divided by $10,000,000) we get what is 
called the margin of profit. You can see 
at a glance that the margin of profit for 
our company is 17.5 per cent. 

By itself, of course, this does not tell 
us much, However, no set of figures for 
a single year tells us very much. The vir- 
tue of this ratio is the ease it affords us 
in tracing the efficiency of our company 
over a period of years. It also enables us 
to compare our company with 
others in the same industry. 
If two companies in the same 
business and otherwise similar 
show marked differences in 
their margin of profit. the one 
with ithe comfortable 
margin would, generally speak- 


more 
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ing. be the more attractive. The so-called 
“normal” margin of profit of different in- 
dustries varies widely, however, all the 
way from 6 or 7 per cent to around 20, so 
the only significant comparison is that 
between companies in the same industry. 

Almost every company has some 
source of income in addition to what 
it receives for the sale of its prod- 
ucts. Sometimes, particularly if a 
company owns a lot of securities of 
other companies, other income may 
be greater than net profit from op- 
erations. This is not the usual case, 
however, and our sample company 
has only a modest outside invest- 
ment, because “Other income” totals 
just $25,000. 

Our company raised part of its capital 
through the sale of $2,000,000 worth of 
314 per cent bonds. As these bonds really 
represent a loan to the company by the 





must be paid before we can calculate the 
profit earned for government and_ the 
common stockholders. “Net income be- 
fore provision for Federal income taxes” 
is significant only as it permits 
easy comparison with previ- 
ous years when taxes may 
have been at a different rate. 
This item, together with the 
next one, “Provision for Fed- 
eral income taxes,” graphi- 
cally show what a tremendous 
bite the government takes out 
of corporate profits even be- 
fore the stockholders get any- 
thing; and when stockholders 
get dividends, the law subjects them to 
another effecting ‘double 
taxation” of corporate earnings which are 
paid out in dividends. 

“Net income,” the next item on our 
statement is the most important one of 


income tax, 





bondholders. the interest on the bonds all for the common stockholders. All of 
INCOME AND EARNED SURPLUS ACCOUNT 
For the year ended Dec. 31, 1948 
Net Sales $10,000,000 


Cost of sales and expen: ises: 
Cost of goods sold 


Depreciation ‘ 
Maintenance and repairs 
Taxes 


Net Profit from Cisnaitesia 


TOTAL 
Interest on 31% per cent bonds . 


Provision for Federal income taxes 
Net INCOME : 
Dividend on common sia. 


1, 1948 . 
EARNED SurPLus Dec. 31, 1948 . 


Earned surplus Jan. 





Selling and administrative expenses 


Other Income (Interest on bonds ow nil 


Net income before Federal income taxes. . . . . . . . $ 


Balance transferred to earned surplus . 


$7.000.000 
500.000 
250.000 
200.0006 
300.000 8.250.000 
£750,000 
25.000 
1.775.000 
70,000 
.705.000 
646.900 
058.100 
600.000 

$ 458.100 
541.900 


of 


cfs 


“$3 


case of our sample company $1,058,100) 





MAINTENANCE 




































the money shown as net income (in the 


stockholders. 


However, the proportion of this sum that 


belongs to the common 


is paid out in dividends is determined 
by the directors of the company. who are 
elected by the stockholders. The directors. 
before determine the 
extent to which profits should be appor- 
tioned among additions to property, work- 
ing capital, ete.. 


voting dividends. 


and payments to stock- 
holders, for corporate strength is fed by 
the wise use of earnings. 

Our sample corporation, however, paid 
out to its common stockholders a good 
The dividend 
of 60 cents per share on each of the 


portion of its net earnings. 


1.000.000 shares outstanding represented 
total disbursements of $600,000 which 
leaves a balance of $458.100. This sum 
the directors decided to plough 
back into the business. 

In our sample income state- 
ment we have appended at the 
bottom a statement of the 
earned surplus of the com- 
pany. Frequently, however. the 
account is 
Our earned 


earned surplus 
given separately. 
surplus account shows that at 
the beginning of the year sur- 
plus amounted to $541,900 
which were the contribution from past 
earnings, bringing the total to $1,000,000 
at the end of the year. This is the same 
$1.000,000 which we ran across on the 
balance sheet of our company when we 
discussed it last month. 

In addition to the margin of profit 
ratio which we have already discussed. 
there are four other major figures to be 
derived from our income account, to help 
us determine whether or not the common 
stock of our company looks like a good 
investment. The bondholders are pri- 
marily interested in the interest coverage. 
In other words they want to know how 
easily the company can pay the interest 
on its bonded debt. We 
calculate the interest cov- 
erage by dividing the to- 
tal of “net profits from 
operations” and “other 
income” by the amount 
required to pay the inter- 
est on the bonds. That is, 
we divide $1.775.000 by 
$70,000. When we perform 
this simple arithmetic, we 
learn that the company 
earned its interest requirements on its 
bonds more than 20 times over. 


INCOME TAX 


| nder 


(Continued on page 10) 






































N PRECEDING articles of this series, 
which dealt with methods to invest in 
common stocks, the emphasis was laid 
the arith- 
metic of price economy in pursuing me- 


upon simple mathematics . 


thodical, planned investment. The next 
logical step is to consider mathematics 
employed to reduce capital risks. 

Any investor, whatever the medium he 
uses to put his money to work, runs risks 
calling for precautionary measures. Com- 
mon stocks provide strong means to man- 
age capital as well as to provide good rates 
of dividends on selected issues. This asser- 
tion is likely to stir a cynic to demur that 
a common stock’s nature promotes risk, 
as the price is fluctuating most of the 
time and the stockowner has a fifty-fifty 
If the 


» down. the critic would 


chance of seeing the price rise. 
price should gi 
contend, the capital invested in a stock 
would depreciate. 

Such criticism, while narrowly correct. 
would ignore the full scope of equity 
investment. A single stock has no better 
than an even chance of rising in price 
after a purchase is made; but an invest- 
ment program, which is under considera- 
tion here, involves more than a single 
stock. 
sight. consists either of regular investing 


\ program, planned with fore- 


in common stocks as surplus income is 
available, or the purchase of a list of 
different stocks bought with accumulated 
money. The capital is spread over several 
carefully chosen stocks and this results 
in a spreading of the capital risk. 


Assembled and Held 


THE EXCHANGE editors examined re- 
cently a diversified list of securities which 
had been held, unchanged, except for sev- 
eral bond replacements, by an investor 
for about 11 years. The roster consisted 
of bonds, preferred stocks and common 
stocks, these last accounting for 60 per 
cent of the full invested capital of approx- 
imately $30,000. At the end of the period, 
the bonds and preferred stocks—includ- 
ing a couple of speculative preferreds 
which had lost considerable ground 
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To Manage Capita 
IN COMMON STOCK 
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were cent less than the 


worth 3 
amount the investor had originally paid. 


per 


The $18,000 originally invested in 
common stocks had been spread among 
15 different issues. They were mostly 
“standard” stocks listed on the New York 
Stock Exchange, such as Texas Co., 
Standard Oil of New Jersey, Bethlehem 
Steel, Anaconda Copper and General Mo- 
tors, along with a half-dozen less promi- 
nent and volatile dividend-payers 
having a fair to good dividend record 
over the last 20 years. Six of the 15 
showed a market depreciation at the end 
of May, but the other 9 had gained suf- 
ficiently to bring the full group's ap- 
praisal up to $23,000, or 28 per cent over 
the original investment. 

Diversification in common stocks had 


more 


been effective, therefore, in maintaining 
principal value with something added on. 
At the rate of first-quarter dividends this 
year, and the usual bond interest rates, 
current income was better than 5 per cent 
on the $30,000 investment. 

Income return is subsidiary to mainte- 
nance of principal for purposes of the 
study which this list illustrates. Income 
was evidently less of a motive in choos- 
ing the securities than that of spreading 
the capital risk, for dividends were not as 
sizable in 1938 as they later became. 





Without referring to the particular stocks 
by name, it seems probable that the in- 
vestor selected a number of them for 
their prospect of a reasonably large capi- 
tal gain in the future. 

A glance at the market price averages 
(Dow, Jones & Co.) during the first four 
months of 1938, when the stocks were 
bought, reveals a high of 134.35 in Jan- 
uary and a low of 98.95 reached in 
March. By the end of that year, the in- 
dustrial average had advanced to 154.76. 
Then it receded gradually for more than 
three years until in April, 1942, the Dow- 
Jones record low of the 
reached at 92.92. 


decade was 


Area of Defense 


Since a cushion had been built against 
downward fluctuations by the relatively 
low purchase prices for the section of the 
equity list bought in March, 1938, the 
1942 decline brought only a moderate 
depreciation in the fund and the subse- 
quent four-year rise, to 212.50 in May, 
1946, overcame the earlier principal im- 
pairment and established a large appre- 
ciation ... upward of 50 per cent in some 
of the stocks. 

The net improvement in the common 
stocks’ appraisal when the record was ex- 
amined last month was after the indus- 
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EWING GALLOWAY PHOTOS 


Investment in diversified industry acts to reduce the risks of capital put to work for dividend 
income in common stocks, through application of simple mathematics 


trial average had come down to around 
173. The comment would be warranted 
that the recent declining trend of prices 
would have to go considerably further 
than it has so far into June before im- 
pairing the stability of original principal. 

An investment program, designed to 
put a portfolio together when an investor 
decides to his satisfaction that prices are 
reasonable, admittedly has limitations. A 
“reasonable” price at any moment may 
prove later to have been low in market 
appraisal, or it may prove to have been 
high. Yet, as a foil to the unpredictable 
price movement of any stock, the action 
of a number of different stocks in a list 
helps to protect principal, for only in in- 
tervals of exceptional stock market stress 
or bullish excitement do equities tend to 
move down or up in full concert. Usually 
irregularity marks the progress of a di- 
versified list, some fluctuating less than 
others in either direction. 

A limitation upon the stabilizing fea- 
ture of common stocks in a portfolio ac- 
quired over a short period—say four 
months as was the case with the one used 
to illustrate this discussion—is produced 
by an investor’s effort to “time” his pur- 
chases. 


Even though the list were comprised 
of quality stocks, and well diversified, the 
capital would experience a “paper” loss 
upon occasion. The tendency of stocks to 
fluctuate under the influence of indus- 
trial, political and money market events, 
would on other occasions bring about a 
rise of capital value. Over the 11 years’ 
history of the portfolio referred to, it is 
seen that a moderate impairment of cap- 
ital occurred in 1942, followed by a siz- 
able growth by 1946, and a subsequent 
erosion of this growth until the fund was 
moderately better than in balance this 
spring. This affords an example of diver- 
sified investment, “timed” by the inves- 
tor’s judgment with the period chosen for 
setting up the portfolio happening to find 
prices historically fairly low. 


Merit of Continuity 


Diversification as a mathematical 
proposition has opportunity to work more 
effectively when applied to a continuing 
investment in a variety of common stocks. 
In order to illustrate such a program, a 
theoretical series of investments, graced 
by the benefit of hindsight, could be used 
without straining the point. 

Assume that an investor started in 1920 





Nine Diversified Investments of $1,000 Each in Common Stocks 
And Results of Holding for Income for 18 Years 


Dividends 

Date of Price No. Shares No. Shares Approx. From Start Av. Div. 

Purchase’ Paid Bought Held 5/49* Value 5/49 to 1/1/49 Yield (% )+ 
Coca-Cola .......1920 $40 25 200” $26,000 $15,412.50 53.1 
Int. Bus. Machines . . 1921 37 27 414 65.800 19,899.50 78 
Sears, Roebuck ... .1922 70 14 224 7.800 4.900.28 18.3 
General Motors s+ A888 16 62 110 6,000 7.545.35 29.3 
Pts GMO® 0650.8 06) 6 1924 15 66 290 9,000 6.613.20 27.0 
Qn Pont «66% 1925 170 5 49 9.100 5.881.40 24.0 
Philip Morris & Co. . 1929 93 162 306 12,200 8.568.00 45.1 
Monsanto Chem. . . .1930 26 38 228 11.400 3,519.75 19.6 
Celanese Com. ... 393) 3 333 957 23.000 9,226.13 54.3 

* Increases are result of stock dividends and split-ups. (1) plus 1 share of Coca-Cola “A” now valued at 

abc ut $62, upon which $60 in dividends have been paid. (2) Plus 1/55 share of General Motors common for each 
share held. ¢ On original investment of $1,000. . 





to devote $1,000 a year to the purchase 
of a single stock and each year he bought 
as many shares as this sum would pay 
for. His program called for such invest- 
ment, each year in a different stock, un- 
til nine purchases had been made. The 
various investments finally completed, 
$9,000 having been put to work, he stops 
and holds the list without change. Be- 
sides seeking diversification of securities. 
he diversified his timing by buying in a 
different month each year, Assume fur- 
ther that, his sixth purchase was made in 
1925 and thereafter he paused for three 
years (during an interval when hind- 
sight shows that the stock market was a 
one-way street. heading vigorously up- 
ward) and resumed in 1929 when the 
Dow-Jones average was close to its high- 
est of the boom of the 1920s. The last 
purchase of $1.000 worth of stock oc- 
curred in 1931, after the market had 
fallen heavily from its earlier peak. 


Exceptional Example 


The accompanying table shows the the- 
oretical product of diversification of 
stocks which performed better than the 
average. with the example carried on to 
the end of May, this year . . . the stocks 
being held unchanged from 1931 to 1949. 

The hand-picked statistical exhibit con- 
sists entirely of stocks on the New York 
Stock Exchange which have experienced 
exceptional growth. The 12 years during 
which the list was being assembled. plus 
the 18 subsequent years, saw the original 
$9,000 of capital increase to a value of 
$170,300, due chiefly to stock dividends 
and split-ups. The average annual cash 
dividend yield on original capital varied 
from 18.3 per cent to more than 71 per 
cent among the diversified stocks. 

The investment exhibit is theoretical. 
The statistics reveal the actual experience 
of the stocks used for illustration of the 
diversification idea, 

Witiiam W. Craic. 
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Reading Corporate 
Income Account 


(Continued from page 7) 


ordinary circumstances. this would be an 
extremely large interest coverage and un- 
less the particular year in question was 
very exceptional, should make the bonds 
a thoroughly protected investment. 

The stockholders 
ested in interest coverage on the bonds 
If the 


interest coverage is very small, of course, 


common are inter- 


only in a negative kind of way. 
that means that not much is going to be 


What 


primarily interests the common stock in- 


left for the common stockholders. 


vestor is the earnings of the company 
on each share of its common stock. As 
nothing is available to the common stock- 
holders until bond interest and Federal 
income taxes are paid, we use net income 
as the basis for figuring earnings per 
As the net income of our com- 
pany $1,058.000 and there are 
1.000.000 shares of stock outstanding. 
the earnings per common share were just 
a fraction under $1.06 ($1,058,000 di- 
vided by 1,000,000). 


Earnings-per-common-share is one of 


share. 


was 


the most important criteria for judging 
the price at which you would be willing 
to buy a common stock. It represents 
a kind of common denominator that per- 
mits comparison not only between other 
companies in the same industry but per- 
mits comparison with any other common 
stock. 


great deal in price, it is desirable to use 


However. because stocks vary a 


a measure that eliminates price as a factor 
in making comparisons between compa- 
nies. To do this we must calculate the 
price-earnings ratio. 

The price-earnings ratio is simply the 
current market price of the stock divided 
by the per share earnings. Let us assume 
that the stock in our company sold yes- 
terday at $10 a share. As earnings were 
just a little over a dollar a share, the 
price-earnings ratio would be slightly 
under 10. 

In times past security analysts have 
usually put their major emphasis on the 
price-earnings ratio when recommending 
the purchase or sale of securities and it 
is still a very important major factor be- 
cause it makes so simple the comparison 
of one company over a period of years, or 
the comparison of the relative price at- 
tractiveness of different companies. How- 
ever. even price-earnings ratios are not 
the final test so far as the conservative 


investor is concerned. 
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Large earnings that are ploughed back 
into the business theoretically work to 
the long-term benefit of the common 
stockholders. but the man who is invest- 
ing his money for income often is more 
interested in the income it will produce 
for him than in the long-term apprecia- 
tion of his investment. A return on any 
investment is called its “yield” and is fig- 
ured as a percentage of the amount in- 
vested. In $10 
of common. stock 
would pay a dividend of 60 cents. The 
yield then would be 60 cents divided by 


our sample company 


invested in a_ share 


$10 or 6 per cent. Frequently income ac- 
counts do not show the dividends on a 
per-share basis and it is necessary in ana- 
lyzing the income account to determine 
the per share earnings. Of course, the 
per share earnings on a yearly basis are 
simply the total amount paid out in com- 
mon dividends divided by the number of 
shares of stock outstanding. 


Examine Dividend Record 

Because the conservative common stock 
investor is interested in both the rate of 
income he can expect and the regularity 
of income, the yield figures for a single 
year will not suffice to answer all of these 
questions. Before buying a security for 
investment, the purchaser should go back 
and check the dividend record of the com- 
pany over a period of years. For example, 
203 of the stocks now traded on the New 
York Stock Exchange have paid dividends 
every single year for 25 years or longer, 
with current yields of these long-paying 
issues extending upward to more than 
10 per cent. The regularity with which a 
company has paid dividends in the past 
is one of the measures we have of the 
company's ability to earn money consist- 
ently for its stockholders and of the tra- 
ditional willingness of the management to 
disburse these earnings in the form of 
dividends. 

The common stock buyer can, as we 
the 
company in 


have seen, learn a great deal about 
investment merit of any 
which he is contemplating investing by 
studying its balance sheet and income 
account. To be there 
things which must be considered. 


other 
The 


company’s competitive position, the ag- 


sure, are 


gressiveness of its management and the 
condition of general business are among 
the important things that are not dis- 
closed by the balance sheet and income 
But, careful 
analysis of the company’s own figures, 


account. armed with a 
the investor cai attack these other prob- 


lems with real confidence. 






“Lows” Spread Over 
Long Stretch 


(Continued from page 5) 
tries and share issues represented on the 
Stock Exchange. Going back to the 1937 
market downturn, approximately 1.200 
stock issues were listed on the Exchange. 
Nearly 1.450 issues currently are traded 
on the Exchange. Market inaction, result- 
ing principally from tax disadvantages. 
also adds to the selectivity of the market. 


Individual Price Patterns 

What the sampled statistics in the table 
show primarily is the inadvisability of 
seeking a general “buying point” in the 
market. Stocks for several years now have 
been setting up individual patterns of 
price movements. It is possible to find 
stocks which have been in a modest up- 
trend for more than a year, and others 
which apparently are still in the process 
of receding from their 1946 tops. 

This discussion imparts considerable 
emphasis to the uncertainties attached to 
efforts at timing a stock purchase, on a 
basis of price contrasts. There is a degree 
of illusion attached to a decision at any 
moment that a particular stock’s price is 
high or low. Contrasted with past prices, 
a price may be considered low, yet to 
decide that it is low implies the expecta- 
tion that it will be higher later and thus 
that it is a “buy” at the price of the 
moment. Timing proves to be correct 
some times, but the experienced investor 
lays more stress upon dividend yield and 
business prospects. 

In respect to both yields and business 
prospects, corporations listed on the New 
York Stock Exchange offer, just now. an 
interesting field for research. So far as 
stock market averages supply a guide for 
research, the price front has lately re- 
treated to the lowest valley of about four 
years, 

Although averages merely record broad 
price tendencies, they often point up op- 
portunities to re-examine 
plans. 


investment 


—Tuomas BALMER. 





Statistical and other factual information, 
as well as comment regarding any securities 
referred to in THE EXCHANGE have been ob- 
tained from sources deemed to be reliable, 
but THe EXCHANGE assumes no responsibility 
for their accuracy or completeness. Neither 
such information nor any reference to an) 
particular securities is intended to be or 
should be considered as in any way a recom- 
mendation for the purchase, sale or retention 
of any such securities. 
















Announcements of new listings of securities are confined mainly to a brief description of the 
issuing corporations’ business and facilities. Detailed information is contained in the Listing 
Applications which may be obtained from member firms of the New York Stock Exchange. 
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All-Out Attack 


URGED TO FREE VENTURE CAPITAL 
OF TAX DISCRIMINATIONS 


(The following is a summary of the 
principal remarks made by Emil 
Schram, President of the New York 
Stock Exchange, in an address before 
the General Management Conference 
of the American Management Associa- 
tion in New York City on June 9.) 


HE lack of vitality in the equity mar- 
kets is of personal concern to all 
those who work. those who seek jobs, 
those whose money is invested in enter- 
prise, those who are seeking employment 
for their idle funds. Our largest and best 
established companies cannot sell stock 
on an attractive basis. The liquid position 
of small and medium-sized companies is 
deteriorating. 

Those contemplating new enterprise or 
debating expansion are adversely affected. 
Consequently jobs are curtailed. Savings. 
at record level, will not run uphill and are 
flowing toward riskless investment. 

A faulty tax structure is to blame. It 
has dampened the venturous 
spirit. 


\merican 
It needs complete overhauling. 
This is impossible now, but the following 
tax changes can be made at this time and 
they would do much to reverse a danger- 
ous trend: 


1. As a step toward the elimination of 
double taxation of dividends, allow 
the taxpayer a credit of 10° on all 
dividends received. 


2. Reduce the maximum effective rate 
on capital gains from 25'¢ to 10% 
and shorten the holding period from 
six months to three months. Allow 
$5.000 of capital losses to be charged 
against each year’s ordinary income. 


All of the conventional arguments fail 
to explain the current business hesitation. 
Shortage of venture capital and the basic 
reasons for the shortage do explain the 
problem. 

My message to you is that we should 


begin at once a new campaign—a venture 


12 


capital campaign. You and your associ- 
ates can, out of your unusual experience 
and knowledge, tell Congress, in specific, 
understandable 
company 


terms, how much your 
has to invest to hire an addi- 
tional employee, or install an additional 
machine; how much you or others who 
might be in a position to assume risks of 
enterprise would have to receive to make 
a dividend attractive, after taxes; what 
your rate of profit on a dollar's additional 
investment would have to be to pay such 
a dividend; the change in your debt-net 
worth ratio and the reasons why you 
would prefer, under more equitable tax 
treatment, to obtain permanent owner- 
ship funds rather than debts. And you 
can tell Congress why capital gains taxes 
represent a mingling of two different con- 
cepts, income and capital, and why the 
present rate cuts into the willingness to 
put funds to work to bear the brunt of 
inevitable economic squalls and storms; 
tell the story to stockholders and workers, 
in annual reports and enclosures with 
dividend checks and in house organs, at 


social gatherings and in meetings of busi- 
men. No story is fraught with 
greater significance to the country’s eco- 
nomic welfare. 

What I propose is an all-out attack on 
a tax structure that is obstructing expan- 
sion and throttling incentive and initia- 
tive. Squeezed between _ institutional 
changes of a deep nature and a hostile tax 
structure, 


ness 


ownership savings urgently 
need realistic treatment. When farmers 
were injured by forces of a general char- 
acter in relation to the conditions affect- 
ing the rest of the country, farm parity 
was devised to correct the situation; when 
legislation lagged behind economic forces 
and labor was at a disadvantage, labor 
was granted the equivalent of parity treat- 
ment, Ownership, which lies at the base 
of the whole economic structure, is threat- 
ened. The situation must be corrected. 
What I am striving for, in effect, is 
merely fair treatment for ownership in so 
far as the extraordinary fiscal situation 
will permit. Fortunately, strategic changes 
can be made that will help activate stag- 
nant pools of existing funds and energize 
current savings. 
not wait. 

This isn’t a fight in behalf of a few 
imaginary absentee owners of industry: 
or executives who have already made 
their place in industry. It is a fight to 
encourage industry, to remove the basis 
for the fear that is spreading, to prevent 
hardening of the economic arteries. 

Equity for equity capital is the slogan 
in this venture capital campaign. I ask 
you to join with me in the interest of the 
nation’s continued well-being. 


But these changes can- 
5 





Benguet Mining Co. 
(Continued from page 11) 


property of Consolidated Mines, Inc.; 
and up to January 1, 1949, over $8,000,- 
000 had been expended in this effort. It 
was decided to build one central mill to 
replace the two pre-war mills owned by 
Benguet and the one pre-war mill owned 
by Balatoc, which had a combined pre- 
war milling capacity of 3,800 tons per 
day; and mining and milling operations 
were resumed a day or two before Jan- 
uary 1, 1948. 

The milling rate on date of resumption 
was 350 tons per day, and this has stead- 
ily increased to the point where Benguet 
and Balatoc are now milling, combined, 
approximately 1.650 tons per day. It is 
expected that a combined rate of 2,000 
tons per day wili shortly be reached, the 


ultimate aim being to have a combined 
milling rate of 4,000 tons per day. 

Benguet Consolidated is now negotiat- 
ing with two mining companies with 
neighboring properties either for the op- 
eration of the properties, or for milling 
ore on a profit-sharing or royalty basis. 
The two properties had a combined ore 
delivery capacity of about 1,200 tons a 
day, before the war. 

Shipments of chrome-bearing iron ore 
were resumed in 1946, when 42,500 tons 
were shipped. Total shipments increased 
to 187,500 tons in 1947, and 229,445 tons 
in 1948. The chrome operations reached 
a profit-sharing status in October, 1947. 
Prior to that time receipts had been ap- 
plied. as specified by contract, to repay 
Benguet for all of its expenditures over 
several years in bringing the mine into 
production. 
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Letters to the editor in whole or in part, are presented here as a contribution to current 


discussion of investment, economic and general financial subjects of public interest. 


DAVENPORT, IA. 


Some months ago THE EXCHANGE pub- 
lished an article, the title of which now 
escapes me, about intelligent “switching” 
from one stock to another. The element of 
caution in regard to making careful study 
before changing one’s list has been recalled 
clearly since I read your discussions of aver- 
aging. Portfolio alterations probably are 
induced very often by a stock’s price de- 
cline; then the investor thinks of going over 
into another stock that acts better, maybe in 
the same industry. It often would be better 
to buy more of the original stock, not get 
out of it with a loss, at least temporarily, of 
part of one’s capital. 

J: Kh 


CAPE. MAT; N. Dx 


What you have been seeing in the stock 
market recently is a price erosion caused by 
the sales of stock owners who became tired 
of waiting for a real rally. You can wait so 
long—my habit, I fear. is to wait too long— 
and then step aside until times grow better. 
This process is wasteful, I'll admit, but pa- 
tience is a virtue capable of being stretched 
quite a. distance but not indefinitely. My 
thought is that the second half of this year 
will bring buying opportunities such as will 
give a person’s patience a breathing spell. 


P. DL. 


MINNEAPOLIS, MINN. 


Balance sheet reading is not, in my opin- 
ion, quite so simple as your May article said. 
Take the items of current assets. In total, 
they may be 2% to 4 or more times current 
liabilities, yet you need to know more about 
them than the figures show. If inventories 
bulk largely among current assets, what is 
their actual worth, rather what may their 
worth be a couple of months after the bal- 


ance sheet was made up? This question 


seems especially apropos the current busi- 
ness situation, when prices for many kinds 
of merchandise are sagging off because cus- 
tomers have reduced their buying. 


M. E. 


MADISON, N. J. 


Buying securities gradually, so as to get 
the benefit of price averaging, is a method I 
have found profitable for 20 years. The pro- 
cedure is so logical that I have wondered 
why nearly everybody doesn’t follow it, even 
when a person has several thousand dollars 
in a lump sum to invest. Your articles about 
averaging have enabled me to review my 
program, without, however, causing me to 
alter my own deliberate method. You might 
go further in your discussions, to show that, 
if an investor keeps capital gain aim in 
mind, the quality of the securities chosen 
need not be of the highest grade. In fact a 
“mixed” selection of top-drawer and lesser 
stocks would be advantageous because they 
all fluctuate in price and often secondary 
equities travel, in course of a year. over a 
wider range than gilt-edge issues. Averaging 
on the decline can then be resultful indeed. 


K. L.A. 


SYRACUSE, N. ¥. 


Your magazine brings me a lot of useful 
information. Id like something more, 
though. I'm a trader. The magazine ought 
to get pointers “straight from the feed box” 
on stocks. Why not pass them along. Don’t 
you fellows ever take a position? 

S..<: 

Epiror’s Note: THE EXCHANGE does not take a 
position toward any stocks. The magazine’s func- 
tion is to supply facts about listed corporations 
and their securities, along with comment by 
writers close to stock market phenomena and 
industrial developments, supplying information 
and ideas to promote investment research. 


CHICAGO, ILL. 


A sense of perspective seems neces- 
sary to me in examining comparative earn- 
ings, with especial reference to money’s 
buying power. I note in THE ExcHAnce that 
net earnings of New York Stock Exchange 
listed corporations in 1948 were about 33 
per cent larger than the year before. A pros- 
perous year, but the 33 per cent rise of 
profits was calculated in dollars considerably 
less valuable in 1948, on the average, than in 
1947, The dollar, reflected in goods prices, 
is rising in value this year; hence a consider- 
able decline in company profits could occur 
without indicating a poor year. By the same 
token, an average decline of dividends would 
have to be considerable in order to impair 
their real value. 


H. H.. B: 


BATON ROUGE, LA. 


I buy 25 shares of the Oil Company 
stock and in the next three months $1 a 
share of dividends come in. But while the 
three months are passing, the price of the 
stock drops to $2 a share less than I paid... 
I buy 15 shares of the - Copper Com- 
pany and also get $1 a share in a quarterly 
dividend, but the price goes off $3 a share 
before the quarterly dividend comes. What I 
“gain at the bung I lose at the spigot.” as 
an old saying goes. 

GC. \La FT. 

Epitor’s Note: Unless Mr. G. LaT. sells out his 
shares he hasn't lost anything. He has, instead, 
bought income. If all investors in selected com- 
mon stocks should be moved to sell when prices 
fluctuated temporarily downward, the invest- 
ment market would be in a constant chaos and 
the foundations of the free enterprise system 
would be mighty shaky. Stocks, by their nature 
as “shares” in a corporation, are bound to fluc- 
tuate. Many investors equipped with confidence 
in the worth of the stocks they buy take advan- 
tage of price reactions to buy additional shares, 
thus averaging their purchase costs. 





“The dollars 


1 worked for 


now work for me 


and at 738% 


Fred Hauer 
120 Atkins Ave. 
Lancaster, Pa. 


Fred Hauer, who works for the Hamilton Watch Company, with his grandson. The 


Hauers own common shares in four companies, all listed on the New York Stock Ex- 


change, which are paying them dividends at the rate of 7.8 


Surplus funds, invested in dividend-paying 


common stocks. produce a second income 





for this Lancaster family. 


The Hauers are one of twenty-three families living in a single block on 
Atkins Avenue, Lancaster, Pa. Of these twenty-three families, thirteen have 
put their surplus funds to work in dividend-paying common stocks . . 


and are experiencing the practical satisfactions of investment. 
These families enjoy a second income—extra dollars in dividend checks. 


They are also building an estate—an income-producing estate, made up 
of shares in companies whose products and services are household terms. 
Opportunities for productive investment of surplus funds in securities 
are open to everyone .. . and information about them is yours for the ask- 
ing. The prudent investor bases his judgment on these facts, for he knows 


that there is an element of risk in ownership of any form of property. 


Member Firms of the New York Stock Exchange can help you put 
your surplus dollars to work. They welcome the opportunity to provide 
information that will assist you in making investment for income a part of 


your personal financial program. No cost or obligation, of course. 


on their original investment. 


Invest wisely. . . 
through a Member Firm 
of the 


New York 
Stock Exchange 
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